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EGYPT 


BASIC STATISTICS 


Total Area 

of which cultivable 
of which cultivated 

Population (1950 estimate) 

Rate of Increase 


247 million acres (386,000 sq.miles) 

7.4 " '< 

6.0 » » 

19.9 million 

1.5^ per annum 


Currency 

Unit Egyptian pound (LE = 100 piasters) 

Exchange Rate 

Official (par) IE 1 = US $2.87 s IE 1 million = US $2,870,000 :US*1*LE.348 
"Export Pound" : ; 

(1950 average) LE 1 = US $2.60 : LE 1 million ~ US $2,600,000 :US#1=S£ r384 


Prices 

1948 

1949 

1950 

Wholesale Prices 

100 

94 

108 

Cost of Living 

100 

99 

104 


(In million LE) 

Government Budget 

1947/48 

1948/49 

1949/50 


(actual results) 

Receipts 

98.9 

142.5 

173.5 

Expenditure 

94-5 

157.7 

163.8 

Surplus / Deficit - 

/ 4.4 

- 15.2 

/ 9.7 

Balance of Payments (estimates) 

1948 

1949 


Imports 

162.5 

158.3 


Exports 

132.6 

138,7 


Invisibles (net) 

/ 17.7 

/ 24.5 

- 

Surplus / Deficit - 

- 12.2 

/ 4.9 
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X, SUMMARY AND CONCLUSIONS 


The contrast between the present, favorable financial position of 
Egypt and the country's less favorable long term prospects has recently 
become more accentuated. Per capita national income has not increased 
appreciably and land reform and social security measures intended to im¬ 
prove income distribution are still only in the project stage. The ex¬ 
cessive dependence of the entire economy on cotton has become even more 
marked than before. 

The internal financial situation shows the inflationary effects of 
high cotton prices, larger government expenditure, and increased money 
supply. These factors may well contribute to further, more substantial 
general price increases. 

The external financial position of Egypt has been strengthened by 
the general improvement of its terms of trade; by the even more marked im¬ 
provement of the balance of payments with hard currency areas, made possible 
by the handling of a part of their trade through intermediaries in soft 
currency countries; by an increase of official gold and dollar holdings; by 
a ten year settlement concerning releases from Egyptian sterling balances; 
and by increased foreign exchange receipts from the Suez Canal traffic. 

The country's capacity to incur and service foreign debts has thus 
been increased, but it must always be remembered that the continuation of 
this improvement depends on the future prices of and demand for cotton. 

These circumstances make it especially urgent for Egypt to take 
full advantage of the present favorable trends in order to develop its 
productive resources. In the field of agriculture, increased production 
seems to depend largely on the success of the large scale Nile basin pro¬ 
jects. 



I** INTRODUCTION 


As has been stressed in the Report on tb,e Economy of Egypt (dated 
July 26, 1949, No. E.55) prepared after the return of the first Bank 
Mission from that country, there is a contrast between Egypt's favorable 
financial position and certain basic weaknesses of its economy. 

As far as can be established now without reviewing conditions on 
the spot, this contrast has become even sharper during the last two years. 
The immediate outlook for the Egyptian economy has improved, owing to the 
considerable strengthening of the country’s external finances. The long 
term prospects of Egypt continue to be clouded by such unsolved problems 
as overpopulation, excessive dependence on one crop and glaring inequalit¬ 
ies of income distribution. It is important not to lose sight of these 
factors, first because they affect directly both the country’s political 
stability and capacity to service long term loans, secondly because any 
large scale development program should be evaluated in terms of the extent 
to which it helps to solve Egypt's basic economic problems. 
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III. LONG TERM PROBLEMS AND DEVLLOPkENT TRENDS 
Irrigation and Increased Agricultural Output 


In recent years the rate of increase of the national income has, 
roughly speaking, kept pace with the population growth. Industrial out¬ 
put, which has been growing quickly in volume and in value, promises to 
be an important factor of improvement but it still affects only a small 
segment of the Egyptian economy .Further development of industry can prctatQy ex- 
left mainly in the hands of private capital, both domestic and foreign, 
with a measure of governmental support and coordination. 

On the other hand, the much more important sector of agriculture 
shows only a small increase in value, caused almost entirely by the rise 
in cotton prices. Substantial increases in the volume of crops depend 
on the extension of irrigation facilities to the remaining, potentially 
cultivable land. While in some cases underground water is available, the 
greatest part of this program is based on a fuller utilization of the Nile. 
This would require a more complete harnessing of the river, not only 
through additional water works in Egypt itself, but also through the 
creation of large scale storage reservoirs near the sources of the river 
in Uganda and Ethiopia, as well as along its course in the Sudan and 
Egypt. The magnitude of this program and the fact that the Nile water 
supply is regulated by the Government make it obvious that such investment 
requires public funds. 

An agreement has been reached with Uganda, according to which 
Egypt will cover the cost of an additional heightening of the Cwen Falls 
Dam and cover compensation for the flooding involved, against the right 
to use Victoria Lake for long term storage. Negotiations are in progress 
with Ethiopia about the Lake Tana installation and with the Sudan about 
its demand for a larger share of the Nile water than was foreseen in the 
1929 Nile Water Agreement. The site for the Iain Nile Reservoir aoparent- 
iy has been definitely established at fcerowe in the Sudan (near the Fourth 
Cataract). The Qena irrigation project, submitted (and approved) for IBRD 
financing has been scrapped, and the old project for storage in the Wadi 
Rayan in Egypt (near Faiyum) has been revived. Work on the Edfina Barrage 
on the Rosetta branch in the Delta appears to have been completed and the 
larger Faraskour Barrage is to be constructed on the Damietta branch. 

All these interconnected Nile projects, whether located in or out¬ 
side of Egypt are destined primarily, although not exclusively, to serve 
Egypt's water needs and are, therefore, to be financed mainly by that 
country. In principle, the projects must be regarded as eminently suited 
for IBRD participation, but much additional information is needed about 
their expected effects on Egypt's agricultural output, their cost and con¬ 
ditions of financing, and their technical aspects. 
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Excessive Dejrendgflgg on Cotton 

During and immediately after World War II the Government limited 
the area under cotton cultivation in order to assure higher domestic* 
production of cereals and other foodstuffsi, These restrictions, which 
assured some diversification in Egyptian agriculture; have apparently 
teen abandoned now. As a result cotton is cultivated wherever natural 
conditions make it more remunerative than other crops. The increased 
role of cotton is also visible in Egypt's foreign trade. While between 
1938 and 1948 cotton accounted on the average for some 75$ of the total 
value of exports, this proportion has increased during the last years to 
over 80$. Simultaneously, Egypt became more dependent on imported food¬ 
stuffs, including cereals * 

These adjustments allowed Egypt to take full advantage of the 
recent cotton boom, but they also increased the vulnerability of the 
country's economy and all the long term dangers which are usually assoc¬ 
iated with monoculture. Apart from this, the development of Egyptian 
cotton production may be approaching its natural limits. Statistics for 
recent years indicate that a further increase of the harvested area was 
not accompanied by corresponding increases of the total output; yields 
per acre have been dropping since 1948/49. 


Inequality of Income Distribution 

Most of the agricultural population in Egypt receive their incomes 
on a crop sharing basis. These shares are sold locally and more often 
than not are pledged far in advance to money lenders. Prices paid to 
producers are comparatively stable; they are supported in hard years by 
government purchases while during years of high export prices most of the 
increase is absorbed by traders. Under these conditions, the recent in¬ 
crease in cotton prices could have contributed only very little to an im¬ 
provement in the existing, extremely low income levels of the Egyptian 
people. 


Certain progressive trends in the policy of the present Egyptian 
(W'afd) Government led to "land reform" proposals, which would not direct¬ 
ly attack large estates but would change methods of tenure and would re¬ 
sult in an increase in the number of middle sized holdings. These pro¬ 
posals, as well as new social security schemes, apparently are still In 
the project stage. 

The increased cost of living appears to have caused a certain de¬ 
cline in real wages of industrial labor but government employees, who 
received a higher cost of living bonus, were not affected- 

By and large, the developments of the last years have not materially 
affected the existing deep inequalities of income distribution, which con¬ 
tinue to represent a potential danger for the country's social and politic¬ 
al stability. 
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IV. INTERNAL finance 
G overnment Budgets 

From 1940/41 to 1947/48 all Egyptian fiscal years brought surpluses, 
hanging from LE 1*1 million to LE 10.6 'million per annum and totalling over 
LE 53 millioh; The 1948/49 deficit, caused by extraordinary expenditure 
.on the PaleStihe War, was covered from the proceeds of a LE 30 million in¬ 
ternal loan. The year 1949/50 resulted again in a surplus of LE 9^.7 
million. The figures given below include on the revenue side, extraordin¬ 
ary receipts from sales of public land and government held cotton stocks, 
which under the Egyptian budgetary system are entered in the current total 
receipts. 


Actual Results of Egyptian Fiscal Years 1940/41 - 1949/50 




(in LE million) 

Surplus / 
Deficit - 

Year 


Receipts 

Expenditures 

1940/41 

(a) 

43.6 

42.5 

/ 1.1 

1941/42 


56.3 

46.0 

/ 10.3 

1942/43 


67.1 

56.5 

/ 1C.6 

1943/44 


77.7 

71.9 

/ 5.8 

1944/45 


87.7 

82.0 

/ 5.7 

1945/46 


103.4 

95.3 

/ 8.1 

1946/47 


109.9 

102.4 

/ 7.5 

1947/48 

(b) 

98.9 

94.5 

/ 4.4 

1948/49 

(c) 

142.5 

157,7 

- 15.2 

1949/50 

(c) 

173.5 

163.8 

/ 9.7 


(a) From May 1 to April 30 for this and the following years through 
1946/47. 

(b) From May 1 to February 29. 

(c) From Larch 1 to February 28. 

The 1950/51 results are not yet known. The estimates for this year, 
as well as the estimates for an interim budget from March 1, 1951 through 
June 30, 1951 (caused by a new change in the budgetary year), are shown 
below. 

(in million LE) 

Year _E stima t ed Surplus / 

Revenues Exp enditures Deficit - 

180.9 205.9 - 25.0 


1950/51 

Larch 1, 1951 - ) 
June 30, 1951 ) 


60.5 


68.2 


7.7 
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It would be misleading to draw any conclusions from a comparison 
between the actual and estimated budget results, because it is a well 
established fiscal tradition in Egypt that deficits are usually foreseen 
and surpluses are almost invariably obtained* However, the actual budget 
results show an almost 57% increase in the total government budget between 
1946/47 and 1949/50. 

As far as can be established now, the general trend with regard to 
revenues is toward higher revenues from customs and excises - although the 
former may drop as a result of the Government's policy to combat price in¬ 
creases by tariff exemptions for certain foodstuffs and raw materials! 
higher direct taxation in the form of increased land and income taxes, and 
a higher cotton export tax. The sudden increase of receipts in 1949/50 
is also partly explained by large sales of government owned cotton stocks. 
On the expenditure side, the main tendencies seem to be increased expendi¬ 
ture for the army and navy, higher cost of living bonus for civil servants, 
and more emphasis on education and social welfare programs rather than on 
directly productive investment* 

Under the Egyptian budgetary system, expenditure is classified under 
the headings of: Personnel; Administrative Expenses; New Works. While 
the first two headings do not leave much scope for change, the third one 
is usually geared to the availability of funds. The proportion of total 
expenditure allocated to "New Works" in the 1949/50 and 1950/51 estimates 
was 29 . 2 % and 27.1% respectively, but actual expenditure under this head¬ 
ing must have been considerably smaller. 

There are no data on the actual expenditure for "New Works" in the 
last two fiscal years, and it is not known exactly what kind of invest¬ 
ment was involved. Budget estimates contain allocations for the Five 
Year Plan formulated in 1946 involving a total expenditure of LE 48 
million, and including a great variety of projects, among them LE 10.6 
million for the Aswan power station, A separate program of the ministry 
of Transport (possibly overlapping with the Five Year Plan and totalling 
LE 37.7 million) was approved by the Government in October 1950. These 
and a number of other projects were mentioned in the Speech from the 
Throne at the opening session of the Egyptian Parliament on November 26, 
1950, as part of the economic program of the Government. Nothing is 
known about development priorities and it is possible that they have not 
been decided yet. 

Some development projects are supposed to be financed from the 
Reserve Fund, which includes the surpluses from previous years as well 
as the remaining proceeds of the LE 30 million internal loan not used 
for the covering of the 1948/49 deficit* Again the current size of the 
Reserve Fund and the degree to which these funds have been earmarked, 
requires clarification =, The issuance of an internal loan for develop¬ 
ment financing is also sometimes mentioned. 



- 6 - 


Money Supply and Prices 


The following table indicates the trends in currency supply, cotton 
prices, wholesale prices, and the cost of living indices between 1948 and 
November 1950. 





I n 

dices 


Year or Currency in Circulation( a ) 

Cotton 

Medium 

Hrices 
Lone 

Wholesale 

Cost of 

Month 

(million LE) 

Staple 

Staple 

Prices (b) Living 

1948 

163 

100 

(1948 = loo) 

100 100 

100 

1949 

176 

82 

97 

94 

99 

(November) 

(176) 

(103) 

(94) 

(95) 

(100) 

1950 January 

175 

114 

102 

99 

100 

February 

175 

111 

100 

98 

101 

March 

172 

110 

91 

100 

102 

April 

170 

156 

96 

102 

102 

May 

165 

195 

97 

103 

103 

June 

160 


92 

102 

103 

July 

154 

— 

105 

104 

103 

August 

150 

109 

108 

111 

104 

September 

169 

127 

117 

111 

104 

October 

185 

167 

140 

122 

106 

November 

187 

173 

148 

124 

107 


(a) Total circulation less Treasury Currency held by central bank. 

(b) Home consumed goods. 


Source: International Financial Statistics, 


The increase in circulation between Fall and Spring is seasonal 
and is caused by the financing of cotton, but between November 1949 and 
the same month in 1950 there was an almost 6% increase. While no data 
are available with regard to total bank deposits since November 1949, 
general trends - as indicated by the movements of deposits with the 
central bank - are similar to those of the currency in circulation. 

baking some reservations for the not absolutely representative 
character of the official indices, it must be noted that prices of home 
consumed goods did not appear to have been affected immediately by the 
September 1949 devaluation. They rose only very gradually until August 
and September 1950, when more rapid increases took place. 

Apart from the general upward trend of prices of imported goods 
(including foodstuffs) caused by developments in the world situation 
during 1950, price increases in Kgypt also must have been generated by 
the increase of currency in circi lation and by the spectacular rise of 
cotton prices and profits. Inflationary pressures originate also from 
salary and wage increases of government employees in the form of a 
doubling of the cost of living bonus allocation in the 1950/51 budget. 
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V. EXTERNAL FIHaWGES 
Balance of Payments Trends 

The following are the net resultsof the Egyptian balance of pay¬ 
ments on current account for the 1?st four years, for which full data 
are available; 

(in million Lb) 

1946 - 19.4 

1947 - 31.7 

1948 - 12.2 

1949 / 4.9 

The Egyptian balance of payments usually has a surplus on invisible items 
and on capital transactions which cover the trade deficit, however, dur¬ 
ing the first three years after the war, the deferred demand for imports 
increased the trade deficit considerably more than earnings on invisibles. 
In 1949 the deficit decreased and, therefore, the balance of payments 
showed a small surplus. 

Preliminary data for 1950 indicate a general increase in the value 
of both imports and exports resulting from higher prices. These increases 
will presumably be greater on the import side, because of increased im>- 
ports of consumer goods and some stockpiling. Thus, a larger trade deficit 
and a deficit in the 1950 balance of payments must be expected. 

As far as the direction of Egypt's foreign trade is concerned 
trade data for the first six months of 1950 show that there has been 
a considerable increase in trade with France (facilitated by a new trade 
and payments agreement) and with the U.S.S.R. (caused by large scale 
barter deals of cotton against wheat). As the result of large exports 
of cotton to the U.S. and of severe restrictions of imports from the U.S. 
Egypt has converted its normal traue deficit with the U.S, into a surplus. 

Triangular Operations 

In Egypt there is frequently a marked difference between the geo¬ 
graphic distribution of trade and the currency distribution. Thus Egyptian 
transactions with hard currency areas during the first six months of 1950 
show a surplus of only LE 2.4 million, while actual transactions in hard 
currencies resulted in a surplus of LE 7 million. The difference is due 
on the one hana to sales of some goods to soft currency areas against 
hard currencies, on the other hand to imports of goods from hard currency 
countries through soft currency areas. 

The latter type of operation was made possible through the success¬ 
ful establishment of the so called "Egyptian export pounds", which are 
basically nonresident Egyptian pound accounts. These accounts serve as 
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a substitute for transferable sterling in financing triangular trans¬ 
actions. "Export Pounds" are traded generally throughout the world, 
and are even quoted in the New York markets where rates have usually 
represented a discount of from 8 to 17 percent from the official rate. 
By payment into these accounts, which are more or less automatically 
transferable, Egypt has been purchasing goods originating in the dollar 
area without the need to spend hard currencies. 

Invisible Receipts 


The largest source of invisible earnings in the Egyptian balance 
of payments are Suez Canal tolls, which amounted in 1948 to LE 18.3 
million, in 1949 to LE 20.8 million, and in 1950 to LE 26,6 million. 

The next most important item is the expenditure by British forces station¬ 
ed in the Canal Zone (LE 11.5 million in 1949; LE 5.9 million in the 
first half of 1950). Receipts from shipping, which represent the third 
largest item, are gradually increasing but are still not sufficient to 
offset fully the corresponding position on the debit side. 

Foreign Exchange Reserves 


Gold and Dollars 


The following table shows Egypt's gold and dollar reserves in 1950: 

Egypt's Gold and Dollar Reserves. 1950 
(in US6 million) 


January June September 


Gold 


in Cairo 

53 

53 

53 

in U.S. 

_ 

25 

44 

Cash balances 

in U.S. 

73 

58 

64 

U.S. Treasury 

bonds 

- 

22 

36.2 

Total 

126 

158 

197.2 


Source : International Financial Statistics; Foreign Commerce Weekly. 

The increases in gold and dollar reserves in 1950 were made possible 
by increased exports to the U.S. by the already mentioned ability of Egypt 
to import dollar goods -through "export pounds" accounts and by the export 
of some goods to soft currency areas against dollars. 



Sterling 


Egypt’s sterling balances have undergone the following changes 
since the end of 1949? 

Egypt’s Sterling Balances 
(in £ million) 


Dec.31,1949 May 27,1950 Aug.26,1950 Sept.30,1950 


No. 1 Account (free) 

63,9 

55,4 

42.0 

39.7 

No, 2 Account (blocked) 

253,0 

211*7 

2 r 38.5 

232.5 

Total 

316.9 

307.1 

260.5 

272.2 


Source i The Financial Times, London, England, November 24, 1950; 

National Bank of Egypt, Economic Bulletin, Vol. Ill, Nos. 2 and 3* 

Prospects for the Immediate Future 

The prospects for Egypt’s external financial position in the near 
future are excellent in view of the improvement of the country’s terns of 
trade, the new financial agreement with the U.K. and the expected high¬ 
er receipts from the Suez Canal, 

Improvement in the Terms of Trade 

Cotton, Egypt's main export commodity, was sold in 1950 at five 
times the pre-war price. Rice, second in importance among Egypt’s export 
articles, was sold in 1950 at four times the pre-war price. Brices of 
Egypt’s main import goods increased on the average only three times in 
relation to pre-war. While it is difficult to predict how long these 
favorable conditions for Egyptian trade will last, it can probably be 
expected that cotton prices mil remain high for about another five years. 

New Financial Agreement with the U.K . 

In March 1950 a new financial agreement was concluded between 
Egypt and the U„K. Its main provisions ares 

1. Releases of £ 150 million during the term of the agreement 
are to be made from the blocked account, which now amounts to 
£ 230 million. 

2. In addition, there will be in 1951 a special release of £ 15 
million, of which £ 14 million will be converted into dollars. 
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3. The U.K. will facilitate Egyptian imports of oil products 
against payments in sterling up to a total value of E 11 
million per annum for ten years. 

Although this agreement is a compromise and concessions were made 
by both sides, it seems more favorable to Egypt than previous agreements 
concluded from year to year, because of the stability which the ten- 
year provisions introduce into Egypt’s foreign exchange outlook. 

Suez Canal Receipts 


These receipts have been increasing steadily and figures as late 
as January 1951 indicate that the traffic through the Canal continues to 
grow in spite of the shifting of some of the kiddle Eastern oil exports 
from tankers to pipelines. In addition, somewhat higher payments from 
the Suez Canal Company have resulted from the new convention signed in 
March 1949. 
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VI. DIHbCTIOM UF FURTHER STUDY 


Further studies and enquiries should lead to a clarification of 
the following issues: 

(1) The overall Egyptian development program; its magnitude and 
components; estimated time for execution; priorities; estimated 
total and foreign exchange cost; respective roles of the public 
and private sectors; methods of encouragement for the latter. 

(2) The present status of the Nile basin development program; the 
estimate of returns from this investment expected by Egypt in the 
form of additional cropland; the extent of international agree¬ 
ment required and already existing with regard to the individual 
projects; the envisaged administration of the entire scheme* 

(3) Proposed methods of financing the Egyptian development program; 
actual expenditure on comparable investment during recent years; 
extent to which financing can be provided from future current 
revenues; practicability of earmarking certain revenues for develop¬ 
ment; feasibility of internal loans; present status and uncommitted 

» part of Reserve Fund, 

(4) The danger of inflation; reliability of existing price indices; 

» extent to which the cost of living is and can be subsidized; the 

existing methods of price controls and rationing and their effective¬ 
ness . 

(5) The rates of capital accumulation and investment: sight and 
time deposits in banks and their movements; formation of new con>- 
panies and capital increases of existing ones during the past few 
years; foreign capital investment and the expected effects of the 
recent liberalization of the foreign company law. 

(6) Problems of external finance; prospects of Egyptian cotton 
exports; further prospects of trade operations through the Egyptian 
"export pound"; government policies with regard to the conclusion 
of further trade and payments agreements. 



